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SUBJECT: FINANCIAL DEVELOPMENTS 

1 . SUMMARY: INFLATION IN JULY ACCELATED WHILE 

THE CRUZEIRO HAS BEEN DEVALUED FOR THE ELEVENTH TIME 
THIS YEAR. PRELIMINARY TRADE FIGURES FOR JULY 
WERE NOT ENCOURAGING AS THE BALANCE AGAIN TURNED 
NEGATIVE AFTER THE JUNE SURPLUS. THE GOB MAY BE 
REQUIRED TO TAKE ADDITIONAL MEASURES TO CONTAIN 
INFLATION AND REDUCE THE TRADE DEFICIT. END SUMMARY. 

2. INFLATION IN JULY, AS MEASURED BY THE GENERAL 
PRICE INDEX, REGISTERED A RISE OF 3.8 PERCENT, 

BRINGING THE CUMULATIVE INCREASE SINCE DECEMBER 
1975 TO 27.3 PERCENT AND THE RISE FOR THE TWELVE- 
MONTH PERIOD ENDING IN JULY TO 42.9 PERCENT. THE 
RISE IN THE WHOLESALE PRICE INDEX WHICH HAS 

A WEIGHT OF 0.6 IN THE WEIGHTED GENERAL 
PRICE INDEX (THE RIO COST OF LIVING INDEX 
HAS A WEIGHT OF 0.3 AND THE RIO CONSTRUCTION 
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INDEX A WEIGHT OF 0.1) WAS MAINLY RESPONSIBLE 
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FOR THE JULY JUMP. WHOLESALTE PRICES WENT UP 
BY 4.3 PERCENT, THE RIO COST OF LIVING 
INDEX 2.3 PERCENT AND THE RIO CONSTRUCTION 
INDEX 5.0 PERCENT. BOTH FOOD AND NON-FOOD 
PRICES WERE RESPONSIBLE FOR THE INCREASE IN WHOLE- 
SALE PRICES. THESE INCREASES WILL BE 
PASSED ON TO RETAIL PRICES IN COMING MONTHS. 

3. AS INFLATION HEATED UP, THE CRUZEIRO SUFFERED 
ITS ELENTH DEVALUATION ON AUGUST 18. 

THE LATEST CHANGE OF 1.975 PERCENT, BRINGS THE 
CUMULATIVE DEPRECIATION SO FAR IN 1976 TO 23.06 
PERCENT. DURING THE SAME PERIOD LAST YEAR.THE 
CRUZEIRO WAS DEVALUED BY 12.4 PERCENT (INFLATION 
THROUGH AUGUST 1975 WAS ONLY 18.4 PERCENT). 

THE NEW CRUZEIRO/DOLLAR RATES ARE 11.10 FOR BUY 
AND 11.17 FOR SELL. 

4. ON THE TRADE BALANCE FRONT, JULY OUTCOME 
SHOWED THE ACCOUNT BACK IN THE RED (BY $80 MILLION). 
EXPORTED WHICH HIT THE $1.0 BILLION MARK IN JUNE 
DROPPED TO $920 MILLION, ACCORDING TO AN 
ANNOUNCEMENT BY FINANCE MINISTER SIMONSEN. TOTAL 
EXPORTS THROUGH JULY THUS AMOUNTED TO $5,329 
MILLION, UP 7.8 PERCENT IN VALUE FROM THE SAME 
TIME LAST YEAR. IMPORTS, ON THE OTHER HAND 
SHOWED LITTLE SIGN OF DECREASING, AS THE AGAIN 
REACHED OVER $900 MILLION. TOTAL IMPORTS THEOUGH 
JULY TOTALLED $6,939 MILLION, DOWN ONLY ABOUT 3 
PERCENT FROM LAST YEAR. THE TOTAL TRADE DEFICIT 
FOR THE FIRST SEVEN MONTH THUS CAME TO $1,610 
MILLION (AS COMPARED TO $2,174 MILLION SAME TIME 
LAST YEAR). 

COMMENT: 

5. THE JULY TRADE RESULTS WILL NO DOUBT TAKE 
AWAY SOME OF THE OPTIMISM 

GENERATED BY THE JUNE TRADE FIGURES, WHICH SHOWED 
A SURPLUS FOR THE FIRST TIME THIS YEAR AND WHICH 
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LED TO OFFICIAL EXPECTATIONS THAT PERHAPS THE WORSE 
HAD PASSED. THE JULY TRADE RESULTS WERE PARTICULARLY 
DISAPPOINTED ON THE IMPORT SIDE. DESPITE THE 
TIGHT CREDIT SITUATION AND A MYRAID OF OTHER 
RESTRICTIONS, INPORTS CONTINUE TO FAIL TO GIVE 
ANY CLEAR SIGN OF DECREASING. THEY HAVE REMAINED 
MORE OR LESS ON A PLATEAU THIS YEAR AT A HEIGHT 
WHICH IS NOT SUSTANABLE FOR MUCH LANGER. IN FACT, 
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FINANCE MINISTER SIMONSEN WAS QUOTED AS SAYING 
A FEW DAYS AGO THAT UNLESS IMPORTS CAME DOWN 
ADDITIONAL MEASURES WOULD HAVE TO BE TAKEN. 

PERHAPS THE AUGUST FIGURE WILL INDICATE A CHANGE 

IN THIS TREND. IF NOT, WE ARE VERY LIKELY TO 

SEE SOME ADDITIONAL RESTRICTIONS AGAINST IMPORTS. 

6. ON THE INFLATION FRONT, THE JULY INCREASE 

SHOWS THAT THE FIHGT AGAINST INFLATION HAS NOT 

YET BEEN WON BY THE MONETARY AUTHORITIES. MONETARY 

OFFICIALS WILL, THEREFORE, HAVE TO MAINTAIN THEIR 

RECENTLY-ADOPTED STRINGENT CREDIT POLICIES AND PERHAPS EVEN 

TIGHTHEN THEM FURTHER. ALSO, THE LATEST DEVELOPMENTS 

SHOULD STRENGTHEN THE POSITION FO MONETARY 

OFFICIALS AGAINST THOSE FORCES, BOTH IN AND 

OUT OF GOVERNMENT, WHICH MAY WISH TO SEE A 

RELAXATION OF PRESENT POLICIES AS THE NOVEMBER 

15 MUNICIPAL ELECTIONS APPROACH. 

CRIMMINS 
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